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NORTH DAKOTA RACING COMMISSION
NDRC Meeting
Peace Garden Room, 600 E. Boulevard Avenue, State Capitol, Bismarck, ND
Tuesday, September 16, 2014 — 10:30 a.m. (Central Time)

Minutes

Present: Chairman Jim Ozbun, Commissioner Mary Ann Durick, Commissioner Tom Senftner, Commissioner Steve Hartman,
Commissioner Ray Trottier, Director Gunner laCour, Legal Counsel Edward Erickson and Administrative Assistant Gail
Allensworth

Others Present: Doug DeMontigny, Mike Schmitz, Blaine DeCoteau, Ron Klein, John Bubel, Ben Kenney, Ralph Bucholz,
Brian Slater, Lars Mathiason, Kelly Peach, Steve Keplin Sr., Steve Keplin Jr., Bubby Haar, L.J. Harsche, Wayne Slater, and
Scott Horst

Call to Order: Chairman Jim Ozbun called the meeting to order at 10:35 a.m.

Chairman Ozbun introduced the new Commissioner, Mary Ann Durick.

Chairman Ozbun asked if there were any additions or corrections to the agenda. Director LaCour asked to add 6d. Letters of
Credit under Proposed Legislation and to switch items 10 and 11 around. Chairman Ozbun asked for a motion to accept the

agenda as amended.

A_motion was made by Commissioner Senftner and seconded by Commissioner Hartman to accept the agenda with changes
requested by Director laCour. All Commissioners voted aye and hearing no negative vote the motion passed.

AGENDA- Modified

1. Approval of Minutes — April 25, Julv 1 and Julv 8 Meetings
2. Fiscal Year End and 2015-2017 Budget Submission

a. Fiscal Year End Status
b. 2015-2017 Budget

3, Annual State Government Salarv Review
4, Proposed Administrative Rule Changes — Medication, et al
5. Proposed Rule Changes -~ ADW and Flat Racing
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6.

10.

11.

12.

13.

14.

15.

Proposed Legislation
a. Breed Fund
b. Commissioner Pay
c. Tax Reduction for Track Operators
d. Letters of Credit

ADW Operational Changes — Watchandwager.com LLC

Site Operator Application — ND Quarter Horse Racing Association

Race Meet Reports
a. Chippewa Downs General Manager Report
b. North Dakota Horse Park General Manager Report
c. Director’s Report

Outstanding Drug Violations from 2014 Meets for Commission Disposition
a. Peach/Slater Case
b. Mathaison/Keplin Case
¢. Keplin Case

Breed Fund
a. Double Breed Points
b. Reduction in Breed Fund Rate
c. 2013 Breed Fund Audit

Adyvisory Committee Recommendations

Other Matters for Commission Consideration
a. Richard Nivens’ Stewards License
b. Commission Vets & Independent Work

Any other business which may properly come before the Commission

Adjournment

Fekkk

Approval of Minutes — April 25, July 1 and July 8 Meetings
Previously, all Commissioners had received a copy of the minutes to review.

A _motion was made by Commissioner Trottier and seconded by Commissioner Hartman to approve the minutes of April 25,

July 1, and July 8, 2014, as presented. All Commissioners voted aye and hearing no negative vote the motion passed.

2.

Fiscal Year End and 2015-2017 Budget Submission

a. Fiscal Year End Status

Director laCour reported at the end of fiscal year 2013-2014 total handle by all Account Deposit and Simulcast Wagering

companies (ADWs) was approximately $323 million, an increase of approximately $127 million over the prior fiscal year and
$73 million over his projections.

Balances of the various continuing appropriation funds as of July 1:

e Promotion Fund: $165,468
e Purse Fund: §76,688
e Breeders Fund: $863,148
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b. 2015-2017 Budget

Director laCour distributed a copy of the proposed budget to the Commissioners. It is a hold even budget as requested by the
Govemor.

A motion was made by Commissioner Senftner and seconded by Commissioner Trottier to accept the year end status and the
2015-2017 proposed budget. Ozbun -Y, Durick —Y, Hartman -Y. Motion passed.

3. Annual State Government Salary Review

Chairman Ozbun reported that the State has authorized up to 2% increase for cost of living and up to 4% increase for
performance for employees for the current fiscal year. He recommended both of those for Director laCour: 2% for cost of
living and 4% for performance for a total of 6% increase in salary.

A motion was made by Chairman Ozbun and seconded by Commissioner Hartman to approve a 2% cost of living increase and
4% performance increase for the current fiscal year for a total of 6% increase in salary. Durick -Y, Senftner -Y, Trottier -Y
Motion passed.

4. Proposed Administrative Rule Changes — Medication, et al

Director laCour reported that a public hearing was held on the proposed changes to the following Administrative Rules revising
the requirements for the licensing of multiple horse owners, adopting several sections of the Racing Commissioners
International model medication rules, and revising the process of registering broodmares:

e N.D.C.C. Article 69.5-01-05 Licensees

e N.D.C.C. Article 69.5-01-07 Conduct of Races

e N.D.C.C. Article 69.5-01-09 North Dakota Breeders’ Fund
No one from the public attended the hearing and there were not any written comments received.

Director laCour recommended that the Commission remove the proposed language of Administrative Rule 69.5-01-05-16,
paragraph 7. The rule was intended to reduce fees when multiple owners wanted to run a single or very few horses. However,
after having been implemented this through a variance for the 2014 season, the process proved to be cumbersome and was not
applied frequently. He recommended using only the Association of Racing Commissioners International (ARCI) Model Rules
language and discarding this attempt at reducing fees due to its implementation being overly complicated.

A motion was made by Commissioner Hartman and seconded by Commissioner Trottier to submit the proposed rule changes
including the removal of paragraph 7 of Administrative Rule 69.5-01-05-16 to the Administrative Rules Committee. Ozbun
Y, Durick -Y, Senfiner -Y. Motion passed.

5. Proposed Rule Changes — ADW and Flat Racing

Director 1aCour stated that while the Commission has discussed the need to revise the ADW rules on several occasions,
approval has never been formally provided to move forward with implementing the ARCI Rules. Some draft work has already
been accomplished on this; however, he recommended that formal permission from the Commission to move forward with the

rule change process before proceeding any further. Director laCour recommended moving forward with the less extensive
revision to the rules.

Director laCour recommended adopting substantially all of the ARCI Model Flat Racing Rules with some limited exceptions
based on funding availability and the size of our meets. He asked the Commission for authority to move forward with an
overhaul of the flat racing rules.

A _motion was made by Commissioner Senfiner and seconded by Commissioner Hartman to authorize Director laCour to
move forward with the proposed rule changes for ADWs and flat racing. Ozbun -Y, Trottier ~Y, Durick -Y. Motion passed.

6. Proposed Legislation

a. Breed Fund

b.  Commissioner Pay

c. Tax Reduction for Track Operators
d. Letters of Credit
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a. Breed Fund

Director laCour recommended proceeding with legislation as presented to the Commissioners allowing the Commission to
have the option to administer the Breed Fund. With the Commission’s assent he will proceed to submit this for the next
legislative session.

A _motion was made by Commissioner Trottier and seconded by Commissioner Hartman to authorize Director laCour to
proceed with legislation to remove the requirement to contract out the administration of the Breed Fund and to have the option
to administer the Breed Fund in house. Ozbun -Y, Durick -Y, Senftner -Y. Motion passed.

b. Commissioner Pay

Director laCour asked for approval of the draft legislation presented to the Commissioners increasing Commissioner pay and to
submit it for the next legislative session. This was accomplished by tying the pay of the Commissioners to that of the
legislature, allowing the Commissioners to benefit from any increases in the future without the burden of additional legislation.
It was noted however that if there were any objections by the Legislature, the Director could work to revise this legislation to
simply provide the same total dollar amount the Legislators currently receive. Legislator pay is approximately $167/day at this
time while the Commissioners currently receive $75/day. This increase is intended to better compensate the Commissioners for
their time as they often put in significant time and effort to Commission activities.

A motion was made by Commissioner Senftner and seconded by Commissioner Hartman to authorize Director laCour to
proceed with legislation to increase the pay of the Commissioners. Ozbun -Y, Trottier Y, Durick -Y. Motion passed.

c. Tax Reduction for Track Operators

Director laCour stated the reduction in the tax rate for ADWs has spurred significant growth in the State while we have not
seen a similar increase in investment in our race tracks. The need to develop this additional investment and increased number
of available race days motivated him to consider proposing legislation which would further reduce the tax cap for those with
ADW and simulcast operations if they operated a race track in the state for a minimum number of days. Director laCour
recommended reducing the tax cap for ADWs, based on qualifications as set out in the proposed legislation provided to the
Commissioners.

A motion was made by Commissioner Hartman and seconded by Commissioner Senftner to authorize Director laCour to
proceed with legislation to reduce the tax cap for ADWs. Ozbun -Y, Trottier ~Y, Durick -Y. Motion passed.

d. Letters of Credit

Director laCour asked that the Commission propose legislation that would clarify statute to provide for accepting letters of
credit as well as bonds.

A motion was made by Commissioner Trottier and seconded by Commissioner Hartman to authorize Director laCour to allow
the acceptance of letters of credit. Ozbun -Y, Senfiner ~Y, Durick -Y. Motion passed.

7. ADW Operational Changes — Watchandwager.com LLC

Director laCour introduced Ben Kenney from WatchandWager.com who addressed its new operational changes regarding
international wagering for Commission review. Afier the presentation, questions were asked by the Commissioners and
answered by Mr. Kenney. -

8. Site Operator Application — ND Quarter Horse Racing Association

Director laCour presented the site operator application from the ND Quarter Horse Racing Association. President Leon Glasser
was not present to answer any questions from the Commissioners. The Commissioners recommended that the application be
approved.
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The Commissioners also stated that they expect Leon Glasser to be present at the next Commission meeting to address the
allegations contained in his letter to the Governor.

A motion was made by Commissioner Durick and seconded by Commissioner Hartman to approve the site operator license
from the North Dakota Quarter Horse Racing Association. Ozbun -Y, Senfiner ~Y, Trottier -Y. Motion passed.

9. Race Meet Reports
a. Chippewa Downs General Manager Report
b.  North Dakota Horse Park General Manager Report
c. Director’s Report

a. Chippewa Downs General Manager Report

Doug DeMontigny of ORDA gave a report on the results of the race meet at Chippewa Downs. Questions were asked by the
Commuissioners and answered by Mr. DeMontigny.

b.  North Dakota Horse Park General Manager Report

Mike Schmitz of Horse Race North Dakota gave a report on the results of the race meet at the North Dakota Horse Park.
Questions were asked by the Commissioners and answered by Mr. Schmitz.

c. Director’s Report

Director laCour gave a report on Chippewa Downs and the North Dakota Horse Park noting improvements, concerns and
making suggestions for areas that need some additional work. Questions were asked by the Commissioners and answered by
Director laCour.

Change in Agenda:
Chairman Ozbun stated that he had to leave shortly so agenda item 12 was moved up to 10 so he could be present for the
discussion.

10. OQutstanding Drug Violations from 2014 Meets for Commission Disposition
a. Peach/Slater Case
b. Mathaison/Keplin Case
c. Keplin Case

a. Peach/Slater Case

Director laCour stated the results from Industrial Laboratories of which the serum (blood) sample number E169609 taken from
the horse Recklessly Knud after winning the first race on July 4 at Chippewa Downs. Testing revealed the presence of
Mephentermine, an ARCT Class 1A drug. This drug has no legitimate therapeutic use and is used as a stimulant. Notice of a
stewards’ hearing was given to Mr. Kelley Peach, the owner, and Mr. Brian Slater, the trainer. A continuance of the stewards
hearing was granted pending the results of a requested split sample test. A split sample was sent to the Racing Laboratory at the
University of Florida who subsequently confirmed the presence of Mephentermine.

The ARCI Recommended Penalties v. 6.00, adopted by the Commission by variance for the 2014 season, provides the
following penalties:
o  Trainer:
© minimum | year suspension absent mitigating circumstances; and
o Minimum fine of $10,000 absent mitigating circumstances.
e Owner:
o Disqualification and loss of purse.

Director laCour stated that he believed the best course of action was to impose at least the minimums as there are no
aggravating circumstances but nothing that he can classify as truly mitigating either.
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Mr. Kelley Peach and Mr. Brian Slater were both present to answer questions from the Commissioners.

A motion was made by Commissioner Hartman and seconded by Commissioner Trottier to impose a loss of purse to the
owner, Kelly Peach and a $1,000 fine for both Kelly Peach and Brian Slater. In addition both individuals would get a one year

probation. If there would be another positive test during the probationary period they would pay a $10,000 fine. Ozbun -N,
Senftner ~N, Durick -N. Motion failed.

A motion was made by Commissioner Senftner and seconded by Commissioner Durick to impose a fine of $5,000 and a two
year probation for trainer, Brian Slater. In addition, if there is another Class 1 violation during the probationary period the
additional $5,000 fine would have to be paid plus the new fine. If the violation is less than a Class 1 it would be addressed
separately. Hartman -Y, Ozbun -Y, Trottier -Y. Motion passed.

Chairman Ozbun left the meeting.

A motion was made by Commissioner Hartman and seconded by Commissioner Durick to disqualify the horse of the owner,
Kelly Peach and a loss of the purse. Senfiner -Y, Trottier -Y. Motion passed.

b. Mathaison/Keplin Case

Director laCour stated the results from Industrial Laboratories of which the serum (blood) sample number E169705 taken from
the horse Stratos after winning the fourth race on August 3 at the North Dakota Horse Park. Testing revealed the presence of
Mepivacaine, an ARCI Class 2B drug. This drug, commonly called Carbocaine, is a therapeutic medication used as a nerve
blocker in instances such as sore feet. However, no detectable level is permitted on race day. Notice of this hearing was sent to
both Mr. Keplin and Mr. Mathaison.

The recommended minimum penalty for a Class 2B medication violation is a $500 fine and 15 day suspension for the trainer as
well as loss of purse and disqualification of the horse.

Mr. Keplin and Mr. Mathiason were present to answer questions from the Commissioners.

A motion was made by Commissioner Hartman and seconded by Commissioner Durick to impose a fine of $1,000 for trainer,

Mr. Keplin. The horse of owner, Lars Mathiason, is to be disqualified and loss of purse. Senfiner -Y, Trottier -Y. Motion
passed.

c. Keplin Case

Director laCour stated that Mr. Keplin was not licensed in any capacity for the 2014 season. The reason this was not caught
previously is that the licensing staft reviewing the programs likely believed that the Steve Keplin listed as trainer was Steve
Keplin, Jr. Therefore, the horses were not scratched in accordance with Commission rules.

Pursuant to Rule 69.5-01-05-01 licenses are required for all participants in racing. Further, any horse under the management,
care or control of an unlicensed individual is ineligible to race per Rule 69.5-01-07-01(8). Mr. Keplin clearly violated both of
these rules by not obtaining a license and providing training services.

Director laCour recommended a suspension of future privileges, a fine, or both.

Mr. Keplin was present to answer questions from the Commissioners.

A _motion was made by Commissioner Hartman and seconded by Comumissioner Senfiner to impose a fine of $500 to trainer,
Mr. Keplin. Trottier -Y, Durick -Y. Motion passed.

11. Breed Fund
a. Double Breed Points
b. Reduction in Breed Fund Rate
¢. 2013 Breed Fund Audit
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a. Double Breed Points

Director laCour stated that based on the races identified herein having purses valued at $10,000 (including estimated), the
following races qualify for double Breed Fund points:
e  North Dakota Horse Park
o July 19, race 3
o August 2, race 6 (estimated)
o August 2, race 9
o August 3, race 6
o August 3, race 7 {estimated)

A motion was made by Commissioner Durick and seconded by Commissioner Trottier recommends that the races qualify for
double Breed Fund points. Hartman -Y, Senftner -Y. Motion passed.

c. 2013 Breed Fund Audit

Director laCour reported that during an audit of the 2013 Breed Fund by Debbie Eisenhauer an error was discovered. When
breed fund points were assessed, the owner Karen Glasser and stallion owner Debra Quarne were awarded first place points
rather than third. That resulted in an overpayment to the tow of $740.02 and $63.87 respectively.

In order to remedy this error Director laCour recommended that the overpayments be deducted from this year’s breed fund
payments to Karen Glasser and Debra Quarne. Regarding the underpayments, Director laCour recommended that all accounts
are credited and these payouts be added to the 2014 checks that go out at the end of the year.

A motion was made by Commissioner Hartman and seconded by Commissioner Durrick that overpayments be deducted from
this year’s breed fund payments and that the underpayments be added to the 2014 payments. Senftner -Y, Trottier -Y. Motion
passed.

b. Reduction in Breed Fund Rate
Director laCour reported that he met the Breed Fund Administrator, Gail Hrdlicka, regarding the hourly rate for her services.

She offered to reduce her rate to $50/hour down from $65/hour due to the fact that it was a hardship on the Breed Fund. She
will now be billing at the lower rate.

12. Advisory Committee Recommendations — Document attached as Fxhibit A

Director laCour started by making sure everyone was aware that the current debt problems are not the fault of those currently
working to save the Horse Park. The agreements resulting in this debt were put in place long before these individuals were
involved. However, Director laCour noted that while it may not be their fault, by becoming involved with the Horse Park these
individuals signed up to use their best efforts to save the Horse Park; efforts the Commission will fully support.

Director laCour then outlined the very serious problems the Commission and the Horse Park would be facing if the Horse Park
cannot find a way to deal with its currently outstanding debts. Director laCour noted that pursuant to NDCC 53-06.2-14 the
Commission may not license an entity who has not met their financial obligations. A Site Operator application may also not be
approved if the entity i1s not financially stable. Further, there may be legal prohibitions on the Commission providing any
funding to private entities to pay of such debts. Additional inquiry is needed in this area.

Even if direct Commission support were possible, Director 1aCour indicated there would be serious concerns about the benefit
such funding would have for the horsemen. The Commission could find itself in a situation where it could help address the
debt, but not afford to provide money for actual racing. Additionally, Director laCour indicated there is no way to ensure the
Commission will always have sufficient funding to meet these payments over the payoff period. Therefore, the Commission
could find a few years down the road that despite a significant prior investment the Horse Park was in default.

Director laCour presented the recommendations of the Advisory Committee to the North Dakota Horse Park which proposed a
plan to assess the financial viability of the Horse Park operations and address outsianding debts.

In order to facilitate the Horse Park’s implementation of the first part of the plan and recognizing that the Horse Park
organizations do not have sufficient funding, Director laCour recommended that the Commission hire a consultant to help
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assess the financial viability of the Horse Park and to put together a business plan outlining the conditions under which Horse
Park operations could continue. This business plan could then facilitate the Horse Park’s negotiations with stakeholders in an
attempt to continue operations.

Director laCour recommended appointing Mr. Jim McKinney as the consultant. Director laCour stated that after speaking with
several individuals, he felt that Mr. McKinney’s 10+ years as CFO of both Beulah Park and an ADW company makes him the
ideal candidate for this work. Further, with the purchase of Beulah Park by Penn National Gaming, Mr. McKinney has
availability throughout the month of October to complete this task. Director laCour presented is rate as $150/hour with an
estimated 50 to 100 hours to complete the project. Director laCour stated the allocation of funding from the Promotion Fund
not to exceed $20,000 should cover all work and onetime travel expenses.

A motion was made by Commissioner Durick and seconded by Commissioner Hartman that the Commission would appoint
Mr. Jim McKinney to complete the financial review and business plan as outlined in the Advisory Committee
recommendations and allocate no more than $20,000 from the Promotion Fund for such services. Senfiner -Y, Trottier -Y.
Motion passed.

13. Other Matters for Commission Consideration
a. Richard Nivens’ Stewards License
b. Commission Vets & Independent Work

a. Richard Nivens’ Stewards License

Director laCour stated that the situation had changed regarding Richard Nivens and he will speak to him offline.

b. Commission Vets & Independent Work

Director laCour wanted to clarify one issue associated with the Commission Veterinarians at the race meets. Specifically,
horsemen should be aware that any services beyond the administration of Lasix by a Commission Veterinarian are not
Commission sanctioned and we are not responsible for their services in any way. Each horseman (particularly trainers) is
responsible for selecting the veterinarian of their choice.

14. Any other business which may properly come before the Commission

No other business.

15. Adjournment

A _motion was made by Commissioner Trottier and seconded by Commissioner Durick to adjourn the meeting. Hartman -,
Senftner -Y. Motion passed.

Meeting was adjourned at 2:40 p.m.
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ND Racing Commission Advisory Committee
Recommendations to the North Dakota Horse Park

The Noﬁh Dakota Racing Commission Advisory Committee was established by motion at the
April 25" Racing Commission meeting. The Commission appointed the following individuals to
the Committee:

Chairman Tony Grindberg

Bruce Furness

Rick Berg

John Cosgriff

Pat Weir

The Advisory Committee was asked to review the current debt, structure and operations of the
North Dakota Horse Park and return any recommendations regarding future operations to the
non-profit entities which own the Horse Park and the Commission. After reviewing the
documentation and information provided by the Commission and other entities, the Advisory
Committee provides the following recommendations regarding future operations at the North
Dakota Horse Park:

Fimancial Viability

Any recommendation regarding the future operations of the Horse Park must be predicated on
the long term financial viability of such operations. This consideration is particularly important
in light of the substantial debt encumbering Horse Park operations. The most significant
obligation is the $1.7 million in TIF debt owed on the Horse Park property to the City of Fargo
becoming due and payable on February 15, 2015. Additionally, the non-profit entity that operates
racing at the Horse Park, Horse Race North Dakota, owes an additional $250,000 to the
Fargo/Morehead Economic Development Corporation as well as an $80,000 mortgage to Starion
Financial.

After a review of the financial documents and business plan of Horse Race North Dakota, it is
clear that operations as they are currently conducted are not financially viable when faced with
the outstanding TIF debt. The annual payments on the TIF beginning February 15, 2015 will be
approximately $135,000 for the two parcels. This will be in addition to the approximately
$30,000 in ad velorem taxes and $60,000 in operational expenses for the year. These costs do not
include the Economic Development Corporation loan payments which were due beginning April
of 2012, none of which have been made. Even if all current sources of income remain constant
the entities would be unable to continue racing operations at the Horse Park at current or
increased levels. Therefore, it must be determined whether the Horse Park can be financially
viable under any other set of circumstances in the future.

In the absence of a business plan demonstrating that the Horse Park can be operated in a manner
so as to meet its financial obligations in full or at a reduced level through negotiations with the
City, the Advisory Committee recommends that no further efforts be made to restructure the
current ownership and management. Any efforts to this end would ultimately be futile if the Park
cannot sustain its financial obligations. Therefore, the recommendations that follow are aimed at
determining whether the Park is financially viable and, if so, implementing the appropriate
business plan.
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Professional Management

It is the opinion of the Advisory Committee that a third party operator experienced in horse
racing operations may be in the best position to produce sufficient profits so as to create a
financially viable track. In such a case, the non-profit entity conducting racing operations at the
Horse Park would enter into an agreement with this third party operator. While the specific terms
of the agreement would be left up to the parties, the agreement would theoretically provide that
the operator would be responsible for running the meet and that the non-profit entity would
receive either a fee or a percentage of profits for the use of the facilities.

In order to further support this idea, the Advisory Committee has solicited informal business
plans/letters of intent from potential third party management groups. However, of the three
entities contacted, only one was willing to put forward a letter of intent due to the outstanding
debt. This letter of intent will be provided to the non-profit entities and Commission to support
other recommended activities, specifically the efforts of a Consultant detailed in the following
section.

Consultant

The Advisory Committee recommends that a consultant be retained to advise the non-profit
entities and the Commission on the operations and financial viability of the Horse Park.
Specifically, the consultant should examine the informal proposals of the third party operators,
the racing facility, the local and non-local population draw, the local and regional horse industry,
the current debt obligations and finances, and any other significant factors, and then provide an

opinion as to the possibility of the Horse Park operating in a financially viable manner moving
forward.

If the consultant finds that such operations are possible, the consultant would then work with the
non-profit entities and the Commission to develop a detailed request for proposal for
professional management services. The consultant would help identify the appropriate parties to
whom the RFP should be directed and ultimately work with the non-profits and Commission to
evaluate and identify the most beneficial proposal. Once such information has been evaluated the
consultant could also support drafting a new business plan which would be used to begin
discussions/negotiations with the City.

Merger and Restructuring the Board

If 1t appears from the results of the consultant’s report that a financially viable Horse Park is
possible, it is recommended that the two non-profits which currently own the Horse Park
property begin working towards a merger. As a necessary part of attracting a third party operator,
the ownership of the Horse Park should be consolidated under a single non-profit entity. It is
recommended that the Horse Park Foundation (501(c)3 charity) be merged up and into Horse
Race North Dakota (501(c)4 charity). This recommendation is based on the following
considerations:

e Such a merger would not require the resulting charity to reapply for its federal charitable

tax status;

Page 2 of 4



e Operating a race track would not be permissible under 501(c)3 status, but is permissible
under 501(c)4;

e Neither entity is receiving charitable contributions which could be deducted under
501(c)3 but not 501(c)4 status; and

e The ongoing charitable gaming activities of HRND would not be interrupted or impacted
in any way.

Additionally, through the merger process the board of HRND should be restructured. This will
allow the new board to bring on representatives from the local business community as well as
NDSU, facilitating better interaction with various stakeholders in the community. This will also
present the board as a more attractive business partner. With the vast majority of the board made
up of horsemen who participate in the meet and the broad perception of past mismanagement, a
solid group of disinterested businessmen could quickly reverse any lingering negative
perceptions. Despite the positive reviews from this year’s meet, potential business partners still
have concerns about the Horse Park’s business and management structure, which is exemplified
by the letter of intent received from a prospective third party operator explicitly stating that it
would be unwilling to provide such services if the merger and restructuring were not
accomplished.

The new method of operation will require a higher degree of business acumen on the part of the
board. By recruiting local businessmen with significant influence in the community, the Horse
Park will be in a position to establish a long-term financially beneficial relationship with both the
third party operator and the City. The Horse Park will also be able to take advantage of these
preexisting relationships to further its efforts and establish itself as an acknowledged contributor
to the local community.

Negotiations with the City of Fargo

Once the non-profit entities have adopted a plan which addresses the financial viability of the
Horse Park, it can then begin to move forward with negotiations involving the City of Fargo.
With a clear business plan and with the support of the Advisory Committee and Commission, the
non-profits can approach the City with proposals to reduce the current debt to a more
manageable level. By demonstrating that at least some repayment on the TIF financing can be
achieved, it is possible the City will be willing to reduce the total amount of payment in some
way. The City would be unlikely to proceed with any negotiation without a firm commitment to
at least some base level of payment.

State Legislation

There is also the opportunity for non-profits, again with the support of the Advisory Committee
and Commission, to propose and/or support legislation which would divert the taxes remitted to
the general fund towards repayment of this debt. A critical component of such legislation would
be that at least some percentage of the funding would be allocated to capital improvements at
Chippewa Downs in order to draw support from additional members of the legislature. It must be
noted, however, that due to the relatively limited funds remitted to the general fund at this time
(approximately $190,000 per year) such legislation does not provide an independent path toward
satisfaction of the debt, rather it must be one aspect of a larger business plan.
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Bankruptey Proceedings

In the event that there is no viable business plan which can address the debt, the only other
possible solution remaining to the non-profit entities is to declare bankruptcy. The bankruptcy
court would then attempt a reorganization and negotiation of the debt. The extent to which the
debt could be relieved and the possibility of a favorable outcome are issues that the non-profits
would need to discuss further with their legal counsel. Ultimately, there is the possibility that a
bankruptcy proceeding could keep the Horse Park operational in the event all other efforts fail.
However, as bankruptcy would merely serve as a vehicle for reorganization and negotiation of
the debt rather than complete relief of the debt, it would appear that if similar efforts outside
bankruptcy have failed, this process is unlikely to be more successful.

Sheriff’s Sale (Foreclosure)

Of all the possible options for managing this debt, a sheriff’s sale of the property is the only
avenue which would entirely relieve the TIF debt attached to the property. However, the
outcome of such a sale is very uncertain. There is a possibility the Commission could help locate
a buyer who would then work to continue racing in Fargo. However, this option is obviously a
worst case scenario and should be exercised only if no financially viable path forward can be
negotiated with the City.

Agreed this 25" day of August 2014:

Senator Tony Grindberg, Chairman
Bruce Furness

Rick Berg

John Cosgriff

Pat Weir
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